Abstract. The article aims to examine the effects of variables on outsourcing decisions in the hotel industry in Hainan. It specifically seeks to test and evaluate a theoretical framework that combines transaction cost economics (TCE) factors with additional factors affecting the level of outsourcing that emerged from a preliminary study. There is evidence to suggest that TCE explains outsourcing effectively in developed countries, but it may have less explanatory power in developing economies. Drawing on a sample of 144 hotels, each offering three activities for analysis, the results provide little support for TCE. Supplier availability, hotel experience, and hotel size are the strongest predictors of outsourcing in this study. Furthermore, because the low level of supplier market competition in hotel supporting industries in Thailand does not normally offer more efficiency and lower production cost than in-house operations, as assumed by TCE the theory fails to provide a clear explanation for hotel outsourcing practices.
Introduction
Based on the literature discussed and a previous qualitative study, a number of TCE variables were identified. [1] The role of these independent variables in influencing the outsourcing decision (the dependent variable) was researched by looking at three different activities within the hotelrestaurant services, laundry, and guest transportation. These were chosen because they possess different characteristics; two are front of house (restaurant and guest transportation) and one has no guest contact; two are revenue generating (restaurant and guest transportation) and one is not (laundry in this study focuses on hotel linen only); and two process materials (restaurant and laundry) and one does not. The study seeks to address whether all outsourcing in the hotel industry is driven by the same factors, or whether it is contingent on the activity being outsourced.
Study Hypotheses
Based on Development of the Transaction Cost Economics Model, the following hypotheses were formulated:
Hypothesis 1: Asset specific investments required for a service transaction decrease the level of outsourcing.
Hypothesis 2: Environmental uncertainty decreases the level of outsourcing. Hypothesis 3: Behavioural uncertainty decreases the level of outsourcing. Hypothesis 4: More frequently conducted activities are outsourced less. [4] In addition to these factors, the preliminary qualitative study was designed to identify other possible variables. Twenty-two managers were interviewed using the "critical incident technique" to elicit their opinions about outsourcing decisions they had made. [2] From this, 64 separate outsourcing incidents were identified. These generally provided strong support for the TCE framework. Asset specificity appeared to be the most dominant factor, but the other TCE dimensions of environmental uncertainty, behavioural uncertainty, and frequency also exerted strong influences on the sourcing decisions made in the hotels investigated. In addition, the findings revealed non-traditional TCE factors. These included supplier availability, capital requirement, hotel experience, level of profit, guest contact, size of hotel, and level of service. These factors are discussed below.
Supplier Availability
The study revealed that hotels would prefer to outsource activities that had a higher level of supplier availability. Outsourcing activities that had a low level of supplier availability were perceived by the key informants to be too risky for the hotel. Generally speaking, high supplier availability leads to a reduction of opportunistic behaviours and a lower transaction cost. This is due to the threat to the contracts of a viable contractor replacement. [3] 
Capital Requirement
It was found that transactions requiring a high level of capital investment tended to be outsourced. Many hotels perceived that high capital committed activities would lead to higher production costs. This would especially be the case for smaller scale operators, as external suppliers tend to have lower production costs derived from serving multiple clients. This result confirms the proposition developed by Bello et al. (1997) who stated that transactions requiring high capital investment would generally relate positively to outsourcing.
Hotel Experience
More experienced hotels have a greater tendency to insource. As the hotel gains experience and expertise in doing a task, it learns to do it more effectively and efficiently. The cost of doing the work declines as the experience accumulates. This variable relates closely to the buyer experience concept and experience effect concept.
Level of Profit
The study revealed that hotels were reluctant to outsource anything that yielded high profit, such as restaurant and spa activities. Level of profit of the activity has not been identified as an outsourcing factor in the previous literature. The lack of attention to this factor is not surprising, given that outsourcing of revenue-generating transactions has been rarely investigated. Past research has examined only the relationship between the firm's overall profit or performance and the level of outsourcing. However, the result of the preliminary study illustrates that level of profit is a factor affecting the outsourcing of revenue-generating activities.
Guest Contact
Many hotels reported that they tended not to outsource high guest contact activity because they did not want to put the hotel's reputation at risk. Firms would be more likely to source high guest contact services internally. In addition, high guest involvement increases the tight coordination needs of supply and demand and close interaction of the employees between the service unit and the hotel. Hence, outsourcing would be problematic.
Size of Hotel
It was reported that larger hotels tended to outsource less. This was mainly because they felt that the larger size of the hotel allowed them to gain cost efficiency in operating activities in-house. The informants explained that it would also help the hotel ensure the quality level of the operations.
Level of Hotel Service
The type of hotel might be relevant to hotel outsourcing decisions. The upper market hotels tended to outsource less than hotels that offered lower levels of services, as they were not confident that the suppliers would be able to meet the level of services required by the hotel and hence it could subsequently damage the hotel's reputation. [3] This led to the development of seven more hypotheses, as follows: Hypothesis 5: Supplier availability increases the level of outsourcing. 
Data Collection and Analysis
The population for this study was drawn from a comprehensive list of all hotels in Hainan as identified by the Provincial Tourism Development Committee in January 2016. Hotels unlikely to offer restaurant and/or guest transportation were removed. At the end of the survey period, 391 completed questionnaires were returned providing a return rate of 34.6%. This response rate is similar to other outsourcing studies that employed a postal survey.
The sampled hotels were compared with the population and no major differences were found. Therefore, the responding hotels reflect the actual mix of the geographic population of hotels in Hainan. After data were reviewed, there were 306 responses in relation to restaurant outsourcing, 328 responses for laundry, and 312 responses for guest transportation valid for analysis. On average, guest transportation was outsourced highest (29% of the responses), whilst the sampled hotels outsourced 24% of their laundry and only 11.4% of their main restaurant. The demographic profile of respondent hotels is shown in Table 1 . 
Correlation
The correlation results provided mixed outcomes to a number of hypothesized relationships. The bulk of the statistically significant predictor variables had the expected correlation signs, except site specificity of guest transportation and volume unpredictability and guest contact of restaurant.
The correlation statistics between the predictor variables and dependent variable in each data set is reported in Table 2 . Overall, the relationships between the predictor variables and the dependent variable were not very strong. The majority of the variables had correlation r less than .1. However, variables that demonstrated significant statistic (p < .05) and correlation r higher than .1 or −.1 in at least two data sets included general asset specificity, supplier availability, and hotel experience and hotel size.
In order to examine the effects of all independent variables on level of outsourcing, standard multiple regression analysis was conducted in each activity. Tolerance and variance inflation factor were examined and multi-collinearity was not a concern. Table 3 reports the results of multiple regressions on each activity and the summary of hypotheses testing results can be found in Table 4 . Overall, the model illustrated a low predictive power in all three data sets with the adjusted R2 of 17% for restaurant, 22% for hotel laundry, and 12% for guest transportation. The F test was significant in all three data sets. Hotel laundry has the highest predictive power and it has five variables contributing to the explanation of the laundry outsourcing.
Supplier availability (Hypothesis 5), hotel experience (Hypothesis 8), and hotel size (Hypothesis 10) were the most consistent predictors, whereas level of profit (Hypothesis 9) was supported in one of two data sets and capital requirement (Hypothesis 7) was substantiated in one of the three activities. Asset specificity (Hypothesis 1) was partially supported in the laundry data set. Volume unpredictability, which is part of environmental uncertainty (Hypothesis 2), and guest contact (Hypothesis 6), however, were inversely related in the restaurant data set. All other variables were statistically insignificant and thus did not support the respective hypotheses.
As predicted, supplier availability had a positive relationship with the level of outsourcing and it was successfully confirmed in all three data sets (restaurant, β = .24, t= 3.75, p < .01; laundry, β = .22, t= 3.81,p < .01; guest transportation, β = .21, t = 2.04,p < .05). The result indicated that the respondent hotels tended to outsource more where there were more suppliers available in the market. This variable demonstrated the most consistent results, more than any other variable. Therefore, Hypothesis 5 was strongly supported. This finding confirms previous literature, such as Ono (2007) (2005) in the hotel industry, where it was found that the level of outsourcing tended to increase as the supplier market became more competitive. Lamminmaki (2007) , in particular, demonstrated that outsourcing in Australia was greater in hotels located close to a big city because access to specialist suppliers was less problematic. Furthermore, the finding is also consistent with Ono's (2007) study, which found that the level of outsourcing is greater in "thicker" local markets.
Asset specificity was expected to have a negative relationship with the level of outsourcing (Hypothesis 1). This hypothesis was partly validated only in the laundry data set (general asset specificity, β = −.23, t = −4.08, p < .01) but no support was evidenced in any other data sources. This was contrary to most TCE studies of outsourcing, which found this factor to be the most influential. It was also found that capital requirement was positively related to level of outsourcing (Hypothesis 7) in one of these three data sets, namely laundry (β = .14, t = 2.18, p < .05). This indicates that the sampled hotels were reluctant to operate laundry in-house because it needed a high level of capital commitment. However, the hypothesis was not substantiated in restaurant and guest transportation.
Hotel experience was hypothesized to relate negatively to the degree of outsourcing (Hypothesis 8). It was expected that hotels would hesitate to outsource anything in which they had operational expertise and would prefer to outsource the activities where they lacked know-how and experience. The finding provided substantiation to this hypothesis in two data sets, namely laundry (β = −.24, t = −4.05,p < .01) and guest transportation (β = −.27, t= −2.46,p < .05). The hotel experience result is consistent with the empirical finding and it confirms the production cost hypothesis. But it contradicts contention for a positive relationship between buyer experience and outsourcing based on the transaction cost perspective.
These results indicate that the experience of the organization may affect its production costs more than transaction costs. Furthermore, prior knowledge and experience of the hotel in operating certain activities is consistent with the capability concept of resource-based view. It is found that hotels do not outsource activities where they have greater capability than external suppliers. Hotels would have lower operational capability in the activities they choose to outsource. Other hotel outsourcing research also validates hotel experience as a strong predictor of outsourcing.
Likewise, the level of profit of the activity was anticipated to have a negative effect on the level of outsourcing (Hypothesis 9). In other words, hotels would hesitate to outsource any activity that could generate a high direct profit. This hypothesis was confirmed for the restaurant activity (β = −.20, t = −3.19,p < .01) but no support was found in guest transportation.
As expected, because of the variation in the characteristics of each activity being investigated, separate analysis provided inconsistent results. It appears that the level of outsourcing was only slightly explained by the predictor variables in all data sets. Each activity tended to have a different mix of significant variables in explaining them. Therefore, this suggests that the activities were not homogenous in terms of outsourcing factors. This mirrors the different characteristics of each activity explained earlier. Furthermore, as expected, the variability of the features among these activities made each one unique for the managers to make outsourcing decisions. In other words, if these variables were to be used in a generic outsourcing model, it might successfully predict outsourcing of one activity but would not effectively predict outsourcing of other activities.
Supplier availability, hotel experience, and hotel size can be identified as providing the most consistent results across the data sets in terms of significant contribution to the model and confirmation of the hypotheses. Furthermore, the results indicate that only supplier availability can be generalizable to all data sets. The decision to conduct a preliminary study to identify additional factors was vindicated since these were shown to be the factors that had influence in at least one activity that was outsourced.
In addition, the results have demonstrated that the activities are not homogenous in terms of factors explaining their levels of outsourcing. As laundry operations require a high level of capital investment and the hotel is small in size, outsourcing would be preferred to take advantage of the contractor's economies of scale, provided that the contractor can capture these scale economies. Smaller hotels were not able to afford in-house operations of a high capital activity like laundry operations because it was uneconomical. Decisions to outsource guest transportation were similar to laundry operations, but the outsourcing decision of the former is less complex. Hotels determined whether to outsource these services based on the availability of suppliers in the market, as well as the level of expertise in these operations possessed by hotel management.
On the other hand, hotel restaurant operations are characterized as high in level of profit and level of volume unpredictability and hence should not be outsourced. The attractiveness of hotel restaurant profitability observed in this research is similar to the finding of a study into profitability of hotel food and beverage in Hainan. The latter found that, apart from income from accommodation, the food and beverage department in a hotel in Thailand normally generates a much higher level of profit than any other service. One of the reasons explaining this is because guests tend to spend a much larger proportion of their budget on food and beverage in the hotel than laundry, transportation, and any other in-house services. According to the Provincial Tourism Development Committee, the size of tourist spending on food and beverage was ranked third after accommodation and shopping. In addition, a number of hotel managers in the preliminary study clarified that they would never outsource their restaurants because of their high profitability. Hence, this finding may suggest that only a high level of profit of the activity matters to the outsourcing decisions. Therefore, hotel outsourcing decisions are contingent on the type of hotel operational activities.
Conclusion
This study examined the effects of factors on hotel outsourcing by drawing on TCE and additional factors identified from the preliminary study. The results showed some support for TCE and mixed support for nontraditional TCE factors. The most dominating factors confirmed in this study were supplier availability, hotel experience, and hotel size. But probably the most significant finding of this research is the relative failure of this modified TCE model to explain outsourcing in the hotel industry in Hainan. This is despite the fact that it incorporated seven new factors that were derived from discussions with hotel operators. Given the results of previous TCE studies, it would seem that this is either to do with the business environment or the sector under investigation.
With regard to the hotel industry itself, there are other factors that may mitigate against outsourcing. Historically, hotel operators have adopted control over all aspects of the operation that deliver service in order to control standards and support the brand. In developing countries like China, the hotel industry is still dominated by owner operators and these comprise mainly small-and medium-sized hotels ( Table 1) . The owners and managers of such hotels clearly make outsourcing decisions that cannot be explained by TCE. Evidence from the qualitative study suggests that personal or family contacts play a role in this.
In summary, this research identified that traditional TCE on its own might not fully explain outsourcing practices and therefore TCE was modified by incorporating additional new non-TCE variables. Hence, this study adds a revised outsourcing framework to the literature. The findings highlighted the fact that each activity is different in terms of the factors influencing its outsourcing and thus a generic outsourcing framework may not be applicable. Furthermore, it is suggested that TCE is less useful in an economy that lacks supplier competition.
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